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Executive Summary

Benefit plan design is one of the key determinants of the level of participation in any
hedlth insurance program. It is, therefore, critical for policy-makers to consider the key
variables of benefit plan design to meet the needs of the uninsured.

William M. Mercer, Incorporated (Mercer) has produced this briefing paper for the
ArizonaHedth Care Cost Containment System (AHCCCY) as part of the Arizona State
Panning Grant, which is funded by the Hedlth Resources and Services Adminidiration
(HRSA). It isimportant to note that thisis onein a series of papers provided as atool for
policy makers as part of the HRSA grant process to develop strategies to increase access
to hedlth care in Arizona. The Statewide Hedlth Care Insurance Plan Task Force (Task
Force) will be placed with the respongbility of developing plansfor providing Arizona
uninsured populations with affordable, ble hedth insurance.

As part of the HRSA grant, an informa, ad-hoc subcommittee of the Task Force has
proposed apreliminary Basic Hedth Benefit Plan (Proposed Plan) as a starting point for
the complete Task Force. The Proposed Plan is roughly based upon the Arizona Basic
Hedlth Benefit Plan (ABHBP). Thefina benefit plan, including covered services,
cost-sharing measures, and premiums will be determined by the full Task Force. This
paper isareview of the Proposed Plan and primarily focuses on the Proposed Plan’s
appropriateness for Arizona s uninsured population. Because the Proposed Plan lacks
aufficient detail for athorough andys's, the ABHBP was used for comparative purposes.
Appendices 1 and 2 contain summaries of the Proposed Plan and the ABHBP,

respectively.

This paper beginswith asummary of genera insurance coverage considerations,
indluding the different forms of insurance, benefit design variables, and overdl
affordability. Thisisfollowed by abrief summary of the Proposed Planin the context of
the previoudy outlined coverage considerations. Other dtates' initiatives to expand
insurance coverage to the uninsured are aso discussed to provide a comparison to
Arizond s effort. Findly, the Proposed Plan’s specific design elements are examined
from the viewpoint of the uninsured. Throughout this paper, the following three coverage
congderations will be utilized as aframework for reviewing the Proposed Plan.

Forms of Insurance

Hedlth care insurance takes three mgor forms: catastrophic, indemnity, and pre-paid. The
truest form, catastrophic insurance, most closdly meetsthe origind god of insurance—
protection of assets from disastrous loss. Indemnity insurance typicdly fegtures aninitid
deductible followed by coinsurance. Various levels of deductibles and coinsurance are
availableto tallor the level of coverage to individua needs. Pre-paid insurance provides
preventive services in an attempt to avoid or mitigate more expensive hedth care later.
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Each of these forms of insurance appeds to individuds with very different needs. The
Proposed Plan and the ABHBP focus on indemnity and pre-paid insurance.

Benefit Design Variables

There are three basic design variables that must be considered when creating a benefit
plan: covered services, benefit levels, and cost-sharing provisons. Covered services
determine what services an insurer will pay for, while benefit levels determine how much
the insurer will pay. Cogt-sharing provisons are paymentsin addition to the premium and
generdly indude deductibles, coinsurance, copays, and/or out-of- pocket limits. A benefit
plan’s unique combination of these dements, combined with the premium payment,
edtablish the insurance plan’s gpped and affordakility.

Overall Affordability

The question of whether or not to purchase hedlth insurance is essentially an economic
one—Will | be better off financialy with or without hedlth insurance? For much of the
middle class, who desire to protect their hard-earned assets, the answer isto insure. For
them, the risk of losing those assets because of alarge medicd clam outweighs the cost
of the insurance. For the very wedlthy, hedth insurance is not as important, since they
have more than sufficient resources to cover even large hedth care clams. Still, this
group may purchase coverage if they seeit asfinancialy advantageous. Lower income
persons, with minima assets to protect, may make the very rational decision to use their
limited financid resources for other basic needs that are more immediate and certain,
such as housing, clothing, and food.

The average deductible provided by very large employers (500+ employees) in the
Southwest region is $200 for individuas and $250 for families. If deductible levels
offered under the Proposed Plan exceed these levels, they may become financidly
unmanagesble for the uninsured. The proposed coinsurance benefit of 80% isin linewith
those offered by employer-sponsored hedth plans. The health maintenance organization
(HMO) copays should be relatively small ($5 to $10) so that they do not become a barrier
to care for lower-income uninsured. Out-of-pocket limits should be determined by
consdering the expected income of the uninsured population. The recommended out-of-
pocket limitsin the Proposed Plan dlow for more than 14% of a family’sincometo be
spent on

out-of-pocket health care costs (asssumes afamily of 3 making 200% federd poverty limit
(FPL)). When these out- of- pocket expenses are combined with premium payments, the
total cost exposure to many uninsured will likely be consdered excessve.

According to arecent survey (1), 74% of the uninsured Sate that their primary reason for
not buying insurance is high cost. If premium leves of the Proposed Plan are set equd to
the average cost of insurance available on the small group market, a price generaly
available to the uninsured population aready, then the program will likely not be
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effective in meeting the financid needs of the uninsured. Most reasonably comprehensive
benefit desgnswill not be affordable to L ow-Income Uninsureds without the use of
sgnificant subsdies by employers, state agencies, or other sources.
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Methodology

The Arizona Hedlth Care Cost Containment System (AHCCCS) Adminigtration has
secured a grant from the Hedlth Resources and Services Adminigtration (HRSA) to
answer fundamental questions regarding the uninsured in Arizona. Severd factors and
characterigtics affect the uninsured, athough they are not uniform across dl populations.
It is important to note that as key groups of the uninsured are identified, different
solutions will surface for different populations throughout Arizona.

In addition to this paper, AHCCCS has requested the presentation of six other policy
issues papers. The seven policy papers are the following:

= |dentification of Sub-Populations,

= Strategiesto Improve Rura Accessto Health Care,
= Critique of Proposed Basic Benefit Package,

= |ncentivesto Increase Hedlth Coverage,

» State High-Risk Poals,

= Purchasing Pooals, and

= |nternational Hedth Care Ddlivery Systems.

To develop our findings for the three papers, Mercer conducted an electronic search for
gudies, articles, and materias on the uninsured. Mercer’ sinterna eectronic research
sarvices, the Washington Resource Group (WRG) and the Information Research Center
(IRC), were utilized in obtaining materids describing the uninsured. Numerous Web sites
were researched with the most comprehensive listed below:

The Commonwealth Fund, www.cmwf.org;

The Kaiser Family Foundation, www.kff.org;

Medlineplus, www.medlineplus.gov;

Employee Benefit Research Indtitute, www.ebri.org;

Robert Wood Johnson Foundation, www.rwijf.org;

Nationa Academy for State Hedlth Policy (NASHP), www.nashp.org; and
State Coverage I nitiatives www.statecoverage.net.

To provide the state-specific comparisons, Mercer either contacted the state programs
directly or the Mercer office responsible for employer-sponsored hedlth coverage for that
dtate.
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Coverage Considerations

Within the last hundred years, medical science has progressed from essentialy home
remedies to advanced technol ogies, such as molecular biology. While these advances
have increased the quality and duration of life, they have not come without aprice. It is
the high and often unpredictable nature of medical costs that has led to the creetion of
hedlth care insurance.

Aswith other forms of insurance, hedlth care insurance is generdly accepted asa
financing vehicle, not afunding source. Insurance alows those seeking financid

protection from a potential financid loss to pool their resources with smilarly Stuated
individuas. An individud can then receive funds from the pool at the time of loss. The
level of funding required for any oneindividua or family is afunction of the amount of
potentia loss and the probability of the loss occurring. Insurance by itself does not create
additiona sources of funding outside the pool. Therefore, an insured individud il pays
for his expected hedth care costs out of his own pocket. However, the individua escapes
the possibility of financia ruin through the insurance s ability to average the expected

cost across amilarly Stuated individuds.

The concept of insurance works because, while everyoneis at risk of needing health care
services, not everyone will need them at the same time (if a dl) or need them to the same
degree. A rule of thumb in the insurance market is that 80% of al hedth care costs are
generated by only 20% of those insured. Thus, some people receive far more than what
was contributed on their behdf, while others receive far less.

To be successful in achieving their goa of appeding to alarge target market, designers of
insurance policies must carefully consder severd key design dements. Among these are
the forms of coverage, the benefit package design, and overdl affordability. Each of these
isdiscussed in more detail below.

Forms of Insurance

Severad forms of insurance coverage have evolved to address the individual needs of the
purchaser. It isimportant to understand these types of insurance so that programs and
services can be tailored to the specia needs of targeted populations. There are three basic
forms of health care insurance that will be focussed on in this paper: catastrophic,
indemnity, and pre-paid. Each of these provides different levels of financia protection

and mesets different individua’ s needs for security. Additiona forms of coverage, such as
specidty policies, true indemnity policies, Medicd Savings Accounts, etc., will not be
discussed in this paper since they do not directly relate to the Proposed Plan.
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Catastrophic Insurance

The most basic form of insurance is the coverage of catastrophic claims. Catastrophic
insurance is sometimes referred to as “true’ insurance because its job is to protect from a
loss that would result in financid ruin. The very concept of insurance grew out of aneed
to provide financia protection from cataclysmic events, such astheloss of aship’s cargo
a sea. Eventudly, this concept was gpplied to hedth care cogts. Origina forms of hedlth
care insurance were designed to protect an individua from the catastrophic financid loss
associated with a hospita stay.

Today’ s catastrophic hedlth insurance policies cover dams arisng from a comprenensive
list of health care services. However, asapolicy of insurance againg hedlth care|oss,
catagtrophic insurance typicaly covers only claims associated with illness or injury.
Preventive services, such as annua check-ups, vaccinations, pap smears, or routine
mammographies, are generdly not covered. In any case, these “well-care” services would
be unlikely to break through a catastrophic policy’ s deductible level and trigger a benefit
paymen.

Case Study (Catastrophic)

The following case sudy uses afictitious family (Sam, Holly, and their child Nicki)
with an income of 200% of the FPL to illugtrate the level of protection afforded by
different forms of insurance.

Sam and Holly have purchased catastrophic insurance in the form of a$3,000 high
deductible policy a an annua premium of $1,200. Benefits of 100% of covered
services begin after $3,000 in digible expenses has been incurred per insured.

The table below illustrates costs associated with good hedlth as compared to costs
associated with a$200,000 large claim on Holly.

Good Health | Large Claim

Insurance Cost $1,200 $1,200
Sam 0 0
Holly 250 3,250
Nicki 350 350
Totd $1,800 $4,800
% of totd annud

income ($28,000) 6.4% 17.1%

Assuming that Sam and Holly’ s hedlth care costs go as planned, their tota outlay for
medica cogts for the year will equa $1,800. If they had decided not to purchase any
insurance a dl, their hedth care costs would only be $600, or 2.1% of annua income.
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However, if Sam or Holly suffer alarge claim, because they have purchased a
catastrophic policy, their cost for the claim is limited to $3,000. Tota hedth care
outlays for the year increase to $4,800.

Catastrophic policies are most popular with those of middle and higher incomes seeking
protection from unexpected medica costs. They vaue thefinancid protection offered
from unexpected high medica cost. While within the financid reach of many lower
income individuds, these individuas do not place as high avaue on catastrophic
insurance because they have fewer financid assetsto protect in the event of alarge
unexpected medica clam. Thus, of the four mgor sub- populations of the uninsured
previoudy identified, only the higher income individuas within the working and Rurd
Uninsured groups would be likely to purchase catastrophic insurance.

Summary of Catastrophic Insurance

Bdow isabrief summary of the strengths and weaknesses of catastrophic insurance,
followed by atable evauating the success of atypical catastrophic insurance program in
meeting the needs of certain uninsured sub-populations. Success is measured by
comparing the strengths and wesknesses of the form of insurance asit rdatesto the
specific sub-populations. Examples of measures used to determine success would include
the comprehensiveness of the covered services, access to providers, and affordability to
the uninsured individud. The specific uninsured sub-populations used throughout this
document are described in detail in Mercer’s paper completed for AHCCCS and the Task
Force, titled * Faces of the Uninsured.”

Strengths

= Protection from financid ruin

= Lack of regtrictions on providers

= Provides protection only when truly needed, when alarge medicd clam threstens
financid catastrophe

= L owest cost premium for thistype of protection

= Coverage can betailored to specific medica services, such as hospitalization and

surgery

Weaknesses

= Limited coverage for acute care services

» Prevertive services not covered

= Does not compare well to policiestypicaly provided by employers

= | ower income uninsureds find policy offerslittle in terms of red financid protection
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Evaluation of Success of Catastrophic Insurance

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured v

Working Uninsured v

Rurd Uninsured v

Indemnity Insurance

In an effort to control the rising costs of health care insurance, the concept of indemnity
insurance became popular. Unlike catastrophic policies, which pay benefits only after a
disastrous loss occurs, indemnity policies begin paying & much lower levels of loss,
supplementing the insured’ s payments. The conventiona indemnity insurance planis
often referred to as a comprehensive mgor medica policy. A variation of thisplanisthe
Preferred Provider Organization (PPO), which combines the deductibles and coinsurance
of an indemnity plan with the negotiated discounts of a pre-paid plan. These policies
typicaly feature an annual deductible and cost-sharing in the form of coinsurance, with
PPOs featuring larger deductibles and reduced coinsurance levels for services obtained
outside the PPO network. The indemnity insurance policy was designed to dow the
growth of hedlth insurance through cost- sharing mechanisms with the insured, while
concurrently providing complete hedlth care coverage.

Indemnity insurance policies provide fairly comprehensive coverage of awide range of
medical services from hospitd stays to outpatient services to physician services, and
often, prescription drugs. However, most of these policies adopted the historica view of
insurance as protecting against an unexpected loss. Therefore, preventive services, such
as vaccinations, pap smears, and the like, were not origindly covered. More recently,
however, in an effort to compete with pre-paid plans, these policies have incorporated
many well-care and preventive benefits.

Case Study (Indemnity)

Assume Sam’s employer offers an indemnity plan in the form of a comprehensive
magjor medica policy. This policy contains a $200 deductible per individua with a
limit of two deductibles per year. After meeting the deductible, coinsurance equd to
80% of the hedlth care cogts kicksin up to amaximum cost to Sam and Holly of
$2,500 (maximum out- of- pocket cost) per individud. The cost of this coverage is
$4,800 per year for the entire family.
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Assuming that Sam and Hally incur only their expected level of hedth care costs ($0
for Sam, $250 for Holly, and $350 for Nicki) during the year, their tota outlay for the
year under both scenarioswould equal:

Good Health | Large Claim

Insurance Cost $4,800 $4,800
Sam 0 0
Hally 250 1,410
Nicki 230 230
Totd $5,280 $6,440
% of tota annud

income ($28,000) 18.9% 23.0%

With good hedith, Hally will il pay for her well-care vist thet isindigible for
reimbursement. For Nicki, they will have to pay the $200 deductible plus 20% of the
remaining $150, or $230. Now, however, tota hedlth care costs have increased to
18.9% of annud income,

However, if Holly goesinto the hospital for a sx-month stay, the policy affords them
some protection againg financid ruin. Tota costs for Holly would include the $200
deductible plus 20% of the next $4,800, and the $250 well-care vist that is not
covered. Total hedlth care costs have increased again, however, to 23.0% of annual
income.

Variable cost-sharing features (higher or lower deductibles and out- of- pocket maximums)
typicadly available under an indemnity insurance policy, dlow anindividua or family to
tallor their annud medica cogtsto their household budget, while providing a significant
degree of financid protection. These policies with variable cost-sharing features are
typical of those offered by employersto their employees, aswell asindividua policies.
However, such palicies are generdly significantly more expensive due to higher annud
premiums than catastrophic policies. This limits the market to those of middle and higher
incomes. Lower income individuals and families tend to find the premiums and
cost-sharing features prohibitively expensive. Householdsin rurd areasfind these
policies more beneficia than households in urban settings primarily dueto the lack of a
vidble pre-paid option in rura aress.

Summary of Indemnity Insurance Plan

Below isabrief summary of the strengths and wesknesses of indemnity plans, followed
by atable evauating the success of atypical indemnity insurance planin mesting the
needs of pecified uninsured population.

Strengths

= Lack of regtrictions on providers (except under the PPO option)
= Redivey low leve a which benefits begin
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= Avallability under employer-sponsored benefit plans

= Reduced premium costs and easy access to physicians (under a PPO option)

= Availableto individuas and familiesin rurd areas when aviable pre-paid network is
unavailable

Weaknesses

= Fewer utilization management techniques

= L ower income individuas and families have a harder time affording the high premiums
and deductibles and coinsurance requirements

= Due to cost-sharing provisons, expenditures on hedlth care are not dways predictable

Evaluation of Success of Indemnity Insurance Plan

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured v

Working Uninsured v

Rural Uninsured v

Pre-paid Insurance

As hedlth care cogts continued to increase, anew financing mechanism was needed in
order to rein in hedth insurance cogts. Pre-paid hedth care, in the form of HMOsand
some types of PPOs gained popularity asthe way to provide both comprehensive hedth
care benefits and contain costs. Mot pre-paid insurance policies feature negotiated
provider discounts, coverage of preventive and well-care services, and utilization
management to control unnecessary expenditures. While not a new concept, the use of
HMOs was quickly adopted by employersin the mid 1980s as the primary hedth care
ddivery sysem for employees.

Unlike catastrophic and indemnity insurance plan, which provide financid protection to
theinsured only after alossis suffered, pre-paid insurance took the position of providing
preventive services asaway of avoiding or mitigating the higher costs associated with
treating an illness. Instead of reimbursing an insured for services rendered, HMOs treet
hedlth care services as “pre-paid’ and require only asmal (usualy between $5 and $20)
copay to access services. In addition, HM Os often offer access to amyriad of quas-
medica services, such asweight loss clinics or smoking cessation programs. However,
access to medical servicesis limited to those hospitals, physicians, and other providers
under contract in an HMO' s network. Low cost access to preventive and other services,
together with aggressve provider contracting and utilization management practices,
dlows HMOs to offer very comprehensive benefit packages at premium costs often well
below those of existing indemnity insurance plans.
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Case Study (Pre-Paid)

Assume Sam and Holly decide to purchase the HMO coverage offered by Sam’s
employer. The HMO plan offers full coverage for physicians with a $10 copay and
hospitas with a $200 copay. Wdll-care vists are dso considered a coverage service. If
Sam and Holly incur their expected hedlth care, their tota outlays for the year under
both scenarios would equd:

Good Health | Large Claim

Insurance Cost $4,800 $4,800
Sam 10 10
Holly 10 210
Nicki 20 20
Totd $4,840 $5,040
% of totd annud

income ($28,000) 17.3% 18.0%

Since the copay is o inexpengive, Sam decidesto go in for a check-up. Sam, Hally,
and Nicki are able to pay copaysfor their physican vigts, induding the wdl-care
vists. Even with Holly'slarge dam, her hospital copay is only $200. However, tota
hedth care costs are dtill nearly 18% of their annud income.

HMOs gained favor with employers, their employees, and individuas because of their
reduced premium requirements and low out-of- pocket cost-sharing. In addition, the
increased access to preventive services and the smplified billing practices were

gppeding. Familiesfound thet for asmal copay, they could bring their children in for
wal-care check-ups, receive their vaccinations, or have their minor childhood illness
treated. There was no paperwork to fill out afterward. Individuas with no or weak
doctor-patient relationships d<o like the idea of an HMO. They probably would not need
medica care anyway, but if they did, they now knew where to go to get it. Many senior
citizens also embrace HMOs as away to avoid dl the headaches associated with complex
insurance reimbursement forms and the availability of a prescription drug benefit.

Early on, the limitation on physician access was not seen as too great an obstacle to
mitigate the increased benefits of HMO membership to most potentia buyers except

for some in the upper income categories. While not true in every case, generdly

upper middle and upper income groups did not embrace HMOs as readily as lower and
middle income groups. Generdly, upper income individuas were somewhat older, had
established doctor- patient relationships (and were reluctant to give them up if their doctor
was not in the HMO' s network), and had sufficient income to more easily meet the
deductible and coinsurance requirements of an indemnity or catastrophic insurance plan.
Lower income individuas, especidly those in jobs where their employer heavily
subsidized the health care premium, flocked to HMOs for their affordable copays and low
out-of- pocket expense. Individuasin rura aress, however, were essentialy |eft out of the
HMO revolution. Due to difficultiesin developing rurd networks, indemnity insurance
plans till outnumber HMOs in rura areas today.
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Summary of Pre-Paid Insurance

Bdow isabrief summary of the strengths and weaknesses of pre-paid insurance,
followed by atable evauating the success of atypica pre-paid insurance in meeting the
needs of specified uninsured population.

Strengths

= Easy accessto providers

Low out-of-pocket costs, usualy through copays

Lower premium costs than conventiond indemnity plan

Less adminigtration for consumer (no daim forms)

Feding of amedicd “home’ to go to when individuas need services
Focus on preventive care

Weaknesses

= Limited provider pand
= Utilization management practices can be seen as controlling accessto care
= Doesnoat flourish in rurd environments with a limited number of providers

Evaluation of Success of Pre-Paid Insurance

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured v

Working Uninsured v

Rurd Uninsured v

Benefit Design Variables

Within the three basic forms of hedth insurance, there are literally hundreds of optionsto
choose from when designing a policy. The myriad of options can be grouped into three
basic design variables: covered services, benefit levels, and cost-sharing provisons.

Covered Services

Covered services are medica services digible for rembursement or direct payment from
the insurer. These can vary greatly from covering inpatient hospital charges only to
covering acomprehensive list of medical and quas-medicd services. Typicdly, today’s
insurance policies cover acomprehengve list of services, including inpatient hospitd,
outpatient hospital, emergency room vigts, surgery, primary care physicians, speciaty
care physicians, diagnostic lab and X-ray services, and prescription drugs. Other services,
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such as experimental procedures, some preventive services, and services provided by
certain provider types, are specificaly excluded. However, many preventive and
wedll-care services, such as pap smears, mammographies, well-child check-ups, and
vaccinations, are covered under today’s policies.

Of these covered services, inpatient hospital services are generdly the most expensve
and the primary reason for which hedlth insurance has historicaly been sought. A typicd
stay in ahospital can cost $800 or more per day. Ancillary services and attending
physician’s fees can drive this cost up even further. Other services, such as outpatient
surgeries, emergency room vigts, and certain peciaty care procedures, can aso be very
expensve,

Notable for its revolutionary approach to determining what services would be covered,
the Oregon Hedlth Plan (Medicaid) developed alist of covered services based on that
sarvice s efficacy in the treetment of amedical condition. Using afairly complex

decison model, Oregon added or removed medical services based on their ability to
affect the hedth status for the grestest number of covered members within agiven
budget. Oregon will soon establish the Oregon Hedth Plan Standard, a second benefit
plan, even more basic than the current plan. Oregon’ s approach marks a sgnificant
change in determining what services are covered, but has not been duplicated elsewhere.

Benefit Levels

Bendfit levels are not synonymous with covered services. Covered services determine if
the insurer will pay, while benefit levels determine how much they will pay. Hedlth
insurance policies benefit levels vary greeatly and cause much confusion among the

insured population. Benefit levels are governed by the policy’ s contractud language and
are generally expressed in terms of reasonable and customary charges or contracted rates.

Most indemnity and catastrophic insurance plans tend to express benefit levels in terms
of reasonable and customary charges. These policies will reimburse incurred expenses up
to amaximum payment as defined by the reasonable and customary charge normally
associated with that given procedure. Often, these policies limit the reasonable and
customary maximum to no more than the 80th or 90th percentile. However, because the
provider is generaly not contractualy obligated to accept the insurer’ s reasonable and
customary payment level, they can seek any shortfdl in their fee directly from the

insured.

Pre-paid insurance contractudly limits the payment made to the provider and removesthe
insured from the transaction. These contracted limits are negotiated individudly or
collectively with providers or provider groups. Most HMO contracts do not alow the
provider to seek additiona payment from the insured if their actud fee exceeds the
contracted payment. However, services received from a provider outsidethe HMO's
network are not covered at dl and theinsured is fully responsible for payment.
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Hedlth benefits are usudly limited to a maximum dollar amount stated in the insurance
policy’ s contract. These are generdly referred to as lifetime maximum benefit limits, and
virtudly dl insurance policies contain them in some form or ancther.

Cost-Sharing Provisions

Cost-sharing provisons work hand-in-hand with benefit levels to determine the amount
of reimbursement or financia benefit an insured will receive from an insurance policy.
Cost-sharing provisons take severd forms. The four primary means of cost-sharing are:
deductibles, coinsurance, copays, and out- of- pocket limits.

Deductibles

A deductible is a common feature of catastrophic and indemnity insurance plans.
Deductibles are amounts an insurance policy requires to be expended by the insured prior
to the payment of any insurance benefits. Deductibles are generdly applied on an annud
per person basis (each person insured under the plan must meet their own deductible level
within agiven year) and are st a aleve high enough to avoid triggering insurance
payments for minor routine care.

Coinsurance

Coinsurance is another common feature of indemnity insurance plans. After an insured
meets the policy’ s deductible, the policy’ s coinsurance provisons kick in. Through
coinsurance, the insurance company pays a certain percent, generadly around 80%, of
covered medicd sarvices. The insured pays for the remaining amount. In thisway, the
insured receives some financid assstance with larger medical dlams, while sill staying
involved in the cogt, and hopefully, management of the clam. The insured continues to
pay aportion of the daims cogt until a maximum out-of- pocket amount has been reached.
Once the insured has made payments up to this point, the policy’ s stop-loss provison
takes effect and usudly pays 100% of the claim’s allowable expenses up to the policy’s
maximum limits

Some catastrophic insurance policieswill pay 100% coverage once the deductible is
reached. Otherswill use coinsurance to pay a portion of the alowable hedth care costs to
some pre-defined limit before full coverage is provided.

Copays

Pre-paid insurance generdly uses copays as their means of achieving cost- sharing with
theinsured. Lately, some indemnity policies have introduced copays for specified
services, such as prescription drugs or office visits. A copay consists of a cash payment
made by the insured directly to the provider at the time the service isrendered. The
primary purpose of acopay isto discourage the inappropriate use of services, while il
encouraging access to physcians. This represents a mgjor shift in philosophy away from
the deductible s primary purpose of preventing the triggering of insurance benefits for
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minor routine care. Copays are consgstent with an HMO' s viewpoint of providing an
insured timely, preventive care to avoid more cosily care.

Out-of-Pocket Limits

An out- of-pocket limit establishes a maximum dollar amount that an individu will need
to pay the insurance company. Premium payments are not considered part of the

out- of-pocket expenditures. Instead, deductibles, coinsurance, and/or copays contribute
to the out- of- pocket limit. Once this dollar limit has been reached, the insured individud
will no longer need to pay the deductible or coinsurance amounts included in the

out- of-pocket limit.

Overall Affordability

In order to participate in an insurance poal, it is necessary to contribute towards that poal.
These contributions typicaly consist of monthly payments to the insurance company in

the form of premiums. A premium is based on the anticipated average cost of an
individua or family based on the medica higtory of smilarly stuated people. Premium
levels dso vary based upon the form of coverage, aswell as the overall benefit package.

The requirement of premium payments introduces the concept of affordability. The
overdl cost of insurance is especidly important in examining participation rates. There
are three main issues rdlated to affordability that must be consdered when designing an
insurance program:

1) ability to pay,
2) ass protection, and
3) risk adversty.

Ability to Pay

Seventy-four percent of the uninsured responded that they do not buy hedth insurance
because it istoo expensive [1]. Asillustrated through the case studies presented above for
someone at 200% of FPL, the typica premium for afamily of 3 can cost 17% or more of
their annua income. Add to this the cost of deductibles and coinsurance and the total
cogs for hedth care can exceed 20% of thisfamily’sincome. At these levels, ability to
pay becomes ared issue asthe cost of housing, food, and clothing generdly are
perceived as more pressing needs.

One common way to increase the affordability of insurance isto subsidize their premium
payment. Under employer-sponsored hedth care programs, an employer may, though is
not required to, make afinancid contribution towards an employee' s hedth care
insurance in order to encourage participation in the program. This contribution can range
from aslow as $1 to as much as the full cost of the premium. Generaly, the employer
makes some sort of significant contribution for an employee’ s coverage and somewhat
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lessfor the employee’ s dependents or family coverage. In other cases, government or
non-profit agencies will subsidize the premium amounts required to participate.

Asset Protection

Lower income individuas and families aso tend to have fewer assetsin need of financid
protection. Since the basic concept of insurance is to provide protection of one' s assets,
the lack of any significant assets consderably diminishes the need to purchase insurance.

Risk Adversity

On average, the uninsured tends to be younger peoplein lower paying jobs. These
younger people tend to be hedthier and have aless perceived need for hedlth care.
Without a significant subsidy in the form of an employer contribution or government
assistance, it should come as no surprise that these young uninsured people tend to
dedline insurance coverage, even when it is available to them.

One of the key factors that has allowed employer-sponsored hedth insurance to remain
successtul for so long is that the employer generdly contributes the mgority (typicaly
75%) of the employees cost of coverage. With thislevel of support, even reatively
young and hedlthy employees tend to find health insurance a“good ded” and agree to
participate. Employees who are not offered this level of assstance often go uninsured.
This sdlf-sdection process adversdly affects the cost of insurance for the remaining pool
of insured individuas. Only those mogt likely to need hedlth care services are left to
participate, causing the premiums to increase,

Designers of insurance programs must be aware of these phenomenato avoid

inadvertently creeting a program that targets too few individuas and, thus, drives up the
cost for the others.
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Arizona Proposed Plan

This section contains abrief description of the Proposed Plan recommended by the
informa sub-committee of the Task Force. Appendix 1 contains a more comprehensive
description of the Proposed Plan

Forms of Insurance

As discussed in the Coverage Consderations section, starting on page 3, there are severa
forms of hedlth care coverage. Services of the Proposed Plan may be provided through
three diinct formsinduding:

1) indemnity plan,
2) indemnity plan with a preferred provider network (PPO), and
3) hedth care services organization (traditiondly identified as an HMO).

The proposed indemnity plans include features from both the catastrophic and indemnity
forms of coverage, while the hedlth care services organization is comparable to atypica
pre-paid coverage modd.

Benefit Design Variables

The benefit design of the Proposed Planis outlined in the following table:

Description

Covered Services Hospita, physician, emergency room (ER),
pharmacy, ambulance, limited preventive services,
other

Excluded Services Dentd, vison, menta hedth/behaviora hedlth

Benefit Leves $1 million lifetime maximum for indemnity plans

Cost-Sharing Provisons

Deductible (indemnity only) Not specified; ABHBP specifies $1,000 for

individua or $2,000 for family

Coinsurance (indemnity only) 80% after deductible is met

Copay (HMO only) Not specified; ABHBP specifies $500 per inpatient
admission; $100 per outpatient visit; $35 for urgent
care; $50 for ER; $5 for immunizations (same for

indemnity); $20 for physician, pharmacy, and other

Out-of-Pocket Limits Indemnity is $1,000 per individual and $2,000 per
family, in addition to deductible and copays, HMO is
200% of annua premium for individud or family
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Overall Affordability

Actua premium amounts have not been calculated for the Proposed Plan at this point.
However, based upon the recommended forms of coverage and benefit design, the
premiums are expected to be comparable to existing smdl employer indemnity and HMO
plansthat are currently avallable. Generdly, indemnity plans have the highest premiums
followed by indemnity PPOs and findly HMOs.

At this point, no subsidy of the individud’s premium payment by employers and/or other
sources, such asthe state of Arizona, has been determined. Such subsidies are akey
component of making premium payments for insurance affordable. Employers will have
the opportunity to participate in the program; however, no employer contribution amount
has been determined.
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Other State Plans

Texas Health Pool Benefits

The following isasummary of the Texas Hedth Pool. More detailed information can be
found on the Texas Hedth Pool Web site a www.txhed thpool.com.

Forms of Insurance

Services of the Texas Hedlth Poal are provided through a PPO. The Poal utilizes
BlueChoice Network asits PPO. Members may choose any medica provider or hospitd;
however, use of PPO providers ensures that the Planwill pay a greater coinsurance rate.
If amember chooses non-PPO providers, the Planwill pay alower coinsurance rate for
covered services and there is no coinsurance maximum for covered expenses. In addition,
members may choose from 1 of 3 Plans: I, 11, 111; each plan has different deductible
amounts and out- of-pocket limits.

Benefit Design Variables
The benefit design of the Texas Hedth Podl is outlined in the following table: [2 and 3]

Description

Covered Services Hogspitd, physcian, home hedth care, skilled nursing
fadlity (SNF), hospice, pharmacy, behaviora
hedlth/substance abuse

Excluded Services Dentd, vison

Benefit Leveds $1 million lifetime maximum for each insured person;

substance abuse lifetime maximum of $15,000;
additiond limitsfor behaviora hedth days, home

hedth days, SNF days, hospice days
Cost-Sharing Provisons

Deductible Plan 1—$500

Plan 11—$1,000

Pan [11—$2,500
Coinsurance 80% for PPO providers

60% for non-PPO providers
Copay N/A
Out-of-Pocket Limits Using PPO providers.

* Fan 1—%$2,500

= Pan 11—$4,000

» Plan [11—$10,000
No limits for usng non-PPO providers
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Overall Affordability

Monthly premiums vary based on area, age, gender, plan, and tobacco user category.
Premiums range from $69 to $1,233 per month. Premiums decrease with higher
deductibles and are higher for older age groups and tobacco use. Maximum out- of- pocket
limits (includes deductible and coinsurance) for those using PPO providers range from
$2,500 to $10,000 in the 3 Plans. For those using non-PPO providers, thereis no
meaximum out- of - pocket limit.
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Illinois Comprehensive Health Insurance Plan

Thefdlowing isasummary of the Illinois Comprehensive Hedth Insurance Plan
(ICHIP). More detailed information regarding |CHIP can be found at the State's Web ste

a www.sate.il.usingplandt.htm

Forms of Insurance

Services of the ICHIP are provided through a PPO. There are 3 Plans.

» Plan 2isaplan available to digible persons under 65 who are enrolled in both Parts A
and B of Medicare due to disability or end-stage rend disease. Medicare will be the

primary payer.

» Plan 3isaPPO plan avalable to digible personswho qudify for traditiona ICHIP
under Section 7 and who are not eigible for Medicare.

= Plan5isaPPO plan available to federdly digible individuas who qudify under
Section 15. There is no pre-exising condition limitation, and benefits for inpatient
treatment of mentd illness are limited to 45 days per caendar year for dl hospitas.

Benefit Design Variables

The benefit desgn of the ICHIP is outlined in the following teble: [4]

Description

Covered Services Hospital, physician, pharmacy, durable medical
equipment (DME), ER, SNF, home hedlth, hospice,
behaviord hedth/substance abuse; maternity isaso
covered at an additiona cost

Excluded Services Dentd, vison

Bendfit Levels $1 million lifetime maximum per individud;

additiona limits on SNF days, home hedlth days,
hospice days and behaviord heath/substance abuse

savices

Cost-Sharing Provisons

Deductible Individua Coverage Family Coverage
Pans2, 3, and 5: Mans2, 3, and 5:
= $500 = $1,000
= $1,000 = $2,000
= $1,500 = $3,000
= $2,500 = $5,000
Coinsurance 80% after deductible is met
60% if non-PPO providers are used (Plans 3 and 5)
Copay N/A
Out-of-Pocket Limits Individua Coverage Family Coverage
Plans 2, 3, and 5: Pans2, 3, and 5:
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Description

= $2,000
= $2,500
= $3,000
= $4,000

** Add $4,500 for
covered non-PPO
provider expenses for
Plans3 and 5

= $4,000
= $5,000
= $6,000
= $8,000

** Add $9,000 for
covered non-PPO provider
expenses for Plans 3 and 5

Overall Affordability

Premiums paid by personsinsured by |CHIP averaged gpproximately $3,800 per year in
2000. Premiums vary by gender, age, geographic area, deductible amount ($500, $1,000,
$1,500, or $2,500), and type of plan. Premiums are the same for Plans 3 and 5. Plan 2 has

low premiums, since Medicareis the primary source of coverage.

Out-of-pocket limits include the deductible, coinsurance, and copay expenditures. In
addition to the out- of- pocket limits shown in the table above, there will be a separate

$300 deductible for each non-PPO hospital admission.
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MinnesotaCare

The following isasummary of MinnesotaCare. More detailed information can be found
on the MinnesotaCare Web sSite at
www.dhs.state. mn.us/hlthcare/asstprog/mncare/defaul t.htm.

Forms of Insurance

Services of MinnesotaCare are provided through a pre-paid arrangement by hedlth care
plans. There are four basic benefit sets for MinnesotaCare enrollees:

= Basc Bendfit Set: Adults over 21 who are not pregnant and who are at or over 175% of
the FPL;

= Expanded Benefit Set: Children up to age 21 and pregnant womert

= Basic Plus One Benefit Set: Adults 21 and older who are not parents and not pregnant
and who are at or below 175% of the FPL;

= Basic Plus Two Benefit Set: Parents at or below 175% of the FPL.

Benefit Design Variables
The benefit design of MinnesotaCare is outlined in the following teble: [5, 6, and 7]

Description

Covered Services Hospitd, phydcian, dentd, ER, hospice, home hedlth,
|ab/x-ray, pharmacy, behaviora hedth/substance
abuse, vison

Excluded Services Private duty nursing, persona care attendant,
non-preventive dental, nursing home, intermediate care
fadlities

Bendfit Leves Inpatient Hospita Benefit Limit

» Basc Benefit Sat: $10,000 annua coverage limit and
10% copay for inpatient services

= Expanded Benefit Set: no annua coverage limit, no
copays

» Basic Plus One Benefit Set: $10,000 annud coverage
limit, 10% copay for services

» Basic Plus Two Benefit Set: no annud inpatient
hospita coverage limit, 10% copay for services

Additiond limits on eye checkups and prescription

eyeglasses and pharmacy.
Cost- Sharing Provisons
Deductible N/A
Coinsurance N/A
Copay = No copays for physician vists or outpatient hospitd
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Description

= Children under 21 & pregnant women: no copays

» Enrollees age 21 and older and not pregnant: 10% of
inpatient hospital charges up to $1,000, $3 per
precription, and $25 for each pair of eyeglasses

Out-of-Pocket Limits = No limitsfor children under 21 and pregnant women

= No limitsfor adults who have a child under 21 in
their home and whoseincome is equal to or lessthan
175% of the FPL

Overall Affordability

Enrollees pay monthly premiums based on income, family Sze, and the number of
individuas being covered. For example, asingle adult who earns the maximum monthly
income dlowed to qudify of $1,202 pays $58 per month; the monthly income of $750
pays $31; the monthly income of $500 pays $9. A household of 3 making less than $709
per month before taxes pays $12 per month; the monthly income of $1,000 pays $18; the
monthly income of $2,000 pays $96; and the maximum earning amount of $3,180 pays
$280. In addition, there are no copays for children and pregnant women.
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Kentucky Access

The following isasummary of the Kentucky Access program. More detailed information
about the program can be found on the Kentucky Access Web site at
www.onlinehealthplan.com/oasys/K entucky/html/covered benefits guide.pdf.

Forms of Insurance
Services of the Kentucky Access program are provided through three plan designs:

* Traditional Access. traditiond, indemnity type plan;
= Premier Access. PPO program; and
= Preferred Access. PPO program.

Benefit Design Variables

The benefit design of the Kentucky Access program is outlined in the following teble:
[8and 9]

Description

Covered Services Physcian, hospita, ER, DME, SNF, home hedth,
hospice, pharmacy and behaviora health/substance
abuse are covered a an additional cost

Excluded Services Vison screening, dental, SNIF are not covered for
Preferred Access plan
Bendfit Levds » Traditiond Access: no lifeime maximum

= Premier Access $2 million lifetime maximum
= Prefarred Access: $2 million lifetime maximum

Cost- Sharing Provisons

Deductible » Traditiond Access $400 individud, $300 family

* Premier Access: $400-$1,500 individud in-network;
$800-$3,000 family in-network; $700-$2,250
individual non-network; $1,400-$4,500 family
non-network

» Preferred Access: $750-$1,500 individua
in-network; $1,500-$3,000 family in-network;
$750-$1,500 individua non-network;
$1,500-$3,000 family non-network

Coinsurance Varies by service category, most services are 80% after
cdendar year deductible is met.

Copay N/A

Out-of-Pocket Limits » Traditional Access: $1,500 individua, $3,000 family

» Premier Access: $1,500-$4,000 individud
in-network; $3,000—-$8,000 family in-network;
$2,500-$5,000 individud nortnetwork;
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Description

$5,000-$10,000 family non-network
= Preferred Access: $3,000-$5,000 individud
in-network; $6,000-$10,000 family in-network;
$3,000-$5,000 individua non-network;
$6,000-$10,000 family non-network

Overall Affordability

Premium rates are based on age and sex. Annud premiums range from $296 to $984 for
the Traditional Access plan; $124 to $806 for the Premier Access plan; and $123 to $698
for the Preferred Access plan. In addition, Kentucky Access offers severd different
payment cycles, including monthly, quarterly, semi-annud, and annud premium payment
options.

Members may aso purchase coverage for behaviora hed th/substance abuse and
pharmacy. The behavioral health/substance abuse rider provides coverage for the
Inpatient and outpatient trestment of mental illness provided to the same extent and

degree asfor the treetment of physical illness. Premiums for the behaviora
health/substance abuse rider range from $102 to $492 for the Traditiona Access plan;
$62 to $403 for the Premier Access plan; and $61 to $348 for the Preferred Access plan.
The pharmacy rider is subject to a $15 copay per prescription with certain coverage
limitations. Premiums for the pharmacy rider range from $14 to $68 for the Traditiona
Access plan; $11 to $78 for the Premier Access plan; and $18 to $106 for the Preferred
Access plan.

The out-of-pocket limits shown in the table do not include the deductible, coinsurance, or
co-pay expenses for prescription drugs, any non-covered services, amounts charged for
servicesin excess of the digible expense, or amounts resulting from failure to comply
with medica utilization management provisons or the plan ddivery sysem rules.
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Arizona Proposed Plan Critique

This section reviews the Proposed Plan by comparing it to the other Sate plans, typica
amal employer plans, and relying on Mercer’ s experience in the hedth care coverage
market. The Proposed Plan has been reviewed from the perspective of the uninsured
sub-populations in Arizonathat were outlined in the paper completed for the Task Force,
“Faces of the Uninsured.”

After examination of these drivers, based on Arizona-specific information, severa
sub-populations for Arizona were identified. These sub-populations are large enough to
merit a closer look, as they will help address the factors that cause people to be uninsured
in Arizona

The sub-populations and their key foca groups have been identified as.

Sub-population Focal Groups

L ow-Income Uninsured L ow-Income Uninsured Children and thair
Parents

Ethnic Uninsured L ow-Income Hispanic Uninsured

Working Uninsured Working Uninsured in Smal Employers

Rurd Uninsured Rura Low-1ncome Uninsured Children and
thelr Parents

These groups are not mutudly exclusive, and many individuds fal into more than one of
these sub-populations. The Rural Hedth Office has been tasked with providing policy
makers with additiona ingght into the non-duplicative sub-populations.

Severd comparisons are made throughout this section to place the Proposed Plan in
perspective for the Task Force. Where appropriate, expenses are compared to total
income at 200% of the FPL for 2000 to determine what percent the expenses are of the
totd income. To be congstent with previous figures, the family unit comparison was
based on afamily unit of three.

Other benefit plan components were compared to the Mercer/Foster Higgins National
Survey of Employer-Sponsored Hedlth Plans 2000. This study is the definitive annua
study on the cost and features of employer-sponsored hedlth plans in the United States.
For comparison, we used the median plan feature for very large employers (defined as
500+ employees) in the Southwest (covering the states of Arizona, Colorado, Nevada,
New Mexico, and Utah). For the Southwest region, the large employer data has the most
datistical credibility and are weighted to be applicable to the entire region.

The outline of this section follows that of the previous sections by discussing the forms of
coverage, benefit design, and affordability.
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Forms of Insurance

The Proposed Plan recommends three separate forms of insurance coverage: indemnity,
indemnity with PPO, and HMO. The following sections discuss some of the
consderations related to these forms of coverage.

Multiple Forms of Insurance

The decison to offer more than one form of insurance coverage has many implications,
both positive and negative. Individua participation will likely be better when more than
one option is offered. Because the uninsured sub- populations have different needs and
concerns, it is beneficid to include various forms of coverage. In addition, plan
participation and competition will be increased as HMOs and indemnity plans contend
for enrollment.

However, offering more than one form of coverage does have its drawbacks. The
program is sgnificantly more complex to administer. Likewise, more educationa
materias will need to be developed and ditributed in order to aid individuasin choosing
aspecific form of coverage. Even with educational materid, the complexity of the
choices may lead to misunderstanding. Furthermore, the risk of the populations enrolling
in the various forms of coverage may vary dramaticaly. This occurrence, often referred
to as selection, can create Sgnificant imbalances between the indemnity, indemnity PPO,
and HMO plans. These imbaances lead to higher premiumsin certain plans and creste
concerns for insurance providers that are left with the highest cost individuals.

Of the other sate plans reviewed in this paper, none of them included both an indemnity
and HMO option. However, it was common for plansto include atypica indemnity and
indemnity PPO plan together. Only 4 percent of smdl to large employers (0-99 and
100499 employees) nationdly offer both indemnity and managed care plans, while 18
percent offer multiple forms of managed care plans (e.g., HMO, PPO, Point of Service).
These percentages are 17 percent and 36 percent respectively for very large employers
(500+ employees) [10].

Rural Issues

As discussed in the Coverage Cong deration section, an HMO modd is often not feasible
in rurd areas. Dueto rdatively few hedlth care providers and hospitas, HM Os need these
providers and hospitasin their network, but are often unable to negotiate discounted

rates due to the lack of competition among providers. Indemnity PPO plans have the
same concern in rura areas, sSnce they are dependent, in large part, on their network of
providers. Thus, indemnity PPO and HMOs plans have tended to be reluctant to
participate in rurd areas. However, Arizond s Medicaid program, based upon an HMO
coverage modd, has been successful in extending managed care to the rurd aress. These
Medicad managed care plans are currently participating in every Arizona county.
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Coordination of Care

One drawback to the indemnity plansis that thereistypicaly not an effort to coordinate
anindividud’ s hedth care among providers. Typicd HMO and primary care case
management (PCCM) programs require individuas to go through a* gatekeeper” before
recelving specidty services. While often consdered a hasde to the insured, this

gatekeeper gpproach can save money and lead to a higher qudity of care due to provider
coordination. Likewise, alack of coordination can lead to duplication of services and
unnecessary treatments. Even if a gatekeeper mode is not adopted, prior gpprova from a
physcian for certain services (e.g., specidty services) would lead to lower premiums and
enhanced coordination of care. Of the states plans reviewed, only MinnesotaCare is based
upon an HMO modd and, therefore, includes a* gatekeeper” primary care physician.

Benefit Design Variables

Overdl, the Proposed Plan benefits package is comparable to private commercia
insurance available to smal employersin the Arizona heglth care market. Specifics will
be discussed under each subheading listed below:

= Covered Services—types of and any exclusons on the services included within the
plan, clinica appropriateness of services, focus on preventive services,

= Benefit Levels—types of and any limitations on the reimbursement amounts; and

= Cost- Sharing Provisons—deductibles, coinsurance, copay, and out- of-pocket limits.

It isimportant to note that the ABHBP, from which the Proposed Planwas derived, by
definition *...must contain benefit definitions, language, certificates of coverage,

provider definitions, exclusons and limitations, and commission structures thet are
comparable to its most commonly used, or what is presumed to be its most commonly
used, group hedlth plan closest in Sze to the smdl employer group hedlth plans currertly
being offered...” [11]. Thus, to the extent that the Proposed Plan will mirror the ABHBP
in this regard, it will be comparable to smilar bendfit plans available in the smdl group
marketplace.

Covered Services

The Covered Services section deds with the incluson and exclusion of specific services
in the benefit package. This section has been separated into three categories. basic
sarvices, clinicd appropriateness, and preventive services.

Basic Services

As mentioned above, the covered services in the ABHBP and Proposed Plan are
comparable to those available in the small group marketplace. As aresult, the covered
sarvice package is quite comprehensive, including such key features as hospital inpatient,
outpatient, physician, maternity, and pharmacy services. For the low income and
Hispanic Uninsured, transportation can be problematic to and from medica services.
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Medicaid addresses this by providing non-emergency medica transportation. Thisis not
acovered servicein the Proposed Plan, but may be appropriate with prior approva for
low-income sub- populations. Other exclusions, such asvision, denta, and behaviora
health/substance abuse services, will keep the premiums down, but will deter some
individuds from enralling in the Proposed Plan. Dentad and vison services were

excluded in three out of the four other state plans reviewed, wheress, behaviora
hedlth/substance abuse was included in dl of the other state plans (although Kentucky
Access included pharmacy and behaviord hedth/substance abuse as optiona services for
an additiond fee). Findly, chiropractic services must be covered according to Arizona
House Bill 2600.

Asagenerd note, the description of the benefit package may be changed in order to
highlight important inclusions, aswell as exclusons. For example, therapies may be
included, but specific types of therapy, such as physica, speech, and occupational
thergpy, or even cardiac and pulmonary rehabilitation, should be specificaly mentioned.
Also, some of the typical exceptions, such as birth control medication, blood products,
diabetic monitoring equipment, and cosmetic surgery, should be addressed at some point.
By improving the detail of the covered services, individuds (as well asinterested
insurance plans) will have fewer questions and concerns with the policy.

Exhibit 1. Evauation of Success of Basic Servicesin Meeting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured 4

Working Uninsured v

Rurd Uninsured 4

Preventive Services

Preventive services, induding routine physicad exams, immunizaions, child well-care,

and women well-care are included in the Proposed Plan. Thisis comparable to the other
date programs, which dl included some form of preventive coverage, including well
child and immunizations. Kentucky Access has the most complete preventive service
program, which includes adult care, maternity, and early detection services aswell.
MinnesotaCare was the only plan to include preventive dental care.

Although preventive services are covered in the Proposed Plan, at this point thereisa
lack of financid incentives designed to encourage participation in these preventive
sarvices. If the Proposed Plan follows the ABHBP, immunization will be the only
preventive service identified in the indemnity insurance plan that will be based upon a
minimal copay of $5 instead of a coinsurance amount. Other preventive services,
induding wel-care, screenings, and prenatd visits do not include financia incentivesto
participate. Kentucky Accessisagood example of a program with such financid
incentivesin place, including better coinsurance percentages for maternity and
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immunizations and no deductible or coinsurance for well-care services. Examples of
other benefit plans that are consdered progressive in providing financia incentives for
preventive services might include:

= Child Well-Care—100% after deductible or reduced copay;

= Woman Well-Care—100% after deductible or reduced copay;

= Physcian Office Vidts—Higher percentage coverage after deductible or lower copay
for physcian versus specidig;

= Prenatd Vists—100% after deductible or reduced copay; and

= Cancer and/or Diabetes Screenings—100% after deductible or reduced copay.

Exhibit 2. Evduation of Success of Preventive Servicesin Meeting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured 4

Ethnic Uninsured v

Working Uninsured v

Rurd Uninsured v

Benefit Levels

At this point, the description of the Proposed Plan does not specifically address benefit
levels, other than amaximum lifetime benefit. The indemnity insurance planshave a
lifetime limit of $1,000,000, which is standard in the marketplace and the same as two

of the four date programs reviewed. The HMO plan does not have alifetime limit.
Policy-makers often mandate some form of additiona large cost insurance, known as
reinsurance, when no lifetime limit is set. Based on the specific language linking the
ABHBP to the most commonly used for smal employer groups, Mercer has assumed the
remaining benefit levelswill be the same as those currently used as reasonable and
cusomary levelsin the smal group marketplace. Overal, the benefit levels are
considered to be moderately successful (see Exhibit 3).

Exhibit 3. Evduation of Success of Benefit Levelsin Meeting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured v

Working Uninsured v

Rurd Uninsured 4

k\winwordstudies\benefits paper.doc

William M. Mercer, Incorporated 27 Arizona HRSA Grant



Cost-Sharing Provisions

Thefallowing sections discuss the Proposed Plan’ s cost-sharing provisons in greater
detail.

Deductibles

Deductibles are not specified in the Proposed Plan, so the ABHBP deductibles will be
referred to in this section. Deductible levels are only applicable to the indemnity and
indemnity PPO plans. The ABHBP includes deductibles ranging from $1,000 to $1,500
for individuas and $2,000 to $3,000 for families on an annud bas's, depending upon
whether the services arein- or out-of-network. For individuals, the $1,000 to $1,500
deductible represents arange of gpproximately 6% to 9% of the tota income at 200% of
the FPL. For afamily unit of 3 with income at 200% of the FPL, the deductibles of
$2,000 to $3,000 equa approximately 7% to 10% of the total income.

The deductibles, elther in- or out-of-network, are subgtantidly higher than the average of
$200 and $250 for very large employersin the Southwest [10]. In generd, they arein line
with the other gate plans, dthough the three state plans with deductibles offered severd
deductible and premium options ranging from $400 to $2,500. The Sze of the deductibles
makes the indemnity insurance plan somewhat unattractive for those uninsured who tend
to have alower income (see Exhibit 4).

Exhibit 4. Evauation of Success of Deductiblesin Mesting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured 4

Ethnic Uninsured v

Working Uninsured v

Rurd Uninsured v

Coinsurance

The coinsurance percentages are only gpplicable to indemnity insurance plans. The
Proposed Plan includes coinsurance percentages of 80% after the calendar year
deductible has been satisfied for the in-network plan. The ABHBP uses 60% after the
caendar year deductible has been stisfied for the out-of-network plan. This helpsto
promote the use of in-network services. These coinsurance percentages are the same as
the other three Sate plans with coinsurance. The size of the remainder to be paid after the
plan has paid makes the indemnity plans relatively unattractive to the Low-Income
Uninsured (see Exhibit 5).
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Exhibit 5. Evauaion of Success of Coinsurancein Meegting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured 4

Working Uninsured v

Rurd Uninsured 4

Copays

Since the Proposed Plan does not include specific copays, we used the ABHBP copay
amounts in this section. The copay amounts are only applicable to the HMO plan in the
ABHBP, yet 30% of very large employers in the Southwest have begun to utilize copays
for physician services in their indemnity insurance plansto hold down costs[10]. In
addition, copays are commonly used in indemnity plans for pharmaceuticas to alow for
management techniques. It is often beneficid to alow varying tiers of copaysfor the
pharmacy line item to encourage the use of cheaper drugs. Thisis especidly important in
the HM O plan where there is no generic use requirement as thereisin the indemnity

plan.

Mosgt sarvicesin the ABHBP have a $20 copay. This copay is higher than the average of
$11 for very large employers in the Southwest in 2000 [10]. Copay amounts for the other
states reviewed are aso lower than the ABHBP copay amounts. Immunizations have a $5
copay for indemnity and HM O plans to encourage participation. Hospital and ER copays
are on the high end of the spectrum, but reasonable. The most prevalent copay, $20 for
physcian services, would be considered prohibitive for Low-Income Uninsured (see
Exhibit 6). A lower copay could gill be effective in reducing unnecessary utilization for
the Low-Income Uninsured.

Exhibit 6. Evauation of Success of Copaysin Meeting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured 4

Working Uninsured v

Rurd Uninsured v

Out-of-Pocket Limits

The out-of- pocket limits are $1,000 for individuds, and $2,000 for families, in addition

to the caendar year deductible and copays. These out-of- pocket limits are approximately
on par with the average for very large Southwest employers of $1,500 [10]. They are dso
in line with the other state programs, athough the other state programs offer more than
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one option for deductibles, premiums, and out- of- pocket limits. However, athough
comparable, only the uninsured populations that tend to be higher income, will beina
position to meet the out-of- pocket expenses associated with the indemnity insurance
plans and the HM O plan (see Exhibit 7).

Exhibit 7. Evduation of Success of Out-of-Pocket in Meeting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured 4

Ethnic Uninsured v

Working Uninsured v

Rural Uninsured v

Overall Affordability

According to a Kaiser Family Foundation Nationd Survey [1], 74% of the uninsured
date that their primary reason for not buying insurance is high cost. Based upon the
Proposed Plan benefit package, premium levels will not be Sgnificantly different than
what is currently available on the smal group market. Unless the premiums are heavily
subsdized, it is unlikely thet the program will meet the affordability needs of most
uninsured. If deductible levels in the indemnity insurance plans and the copay amountsin
the HMO plan are congstent with the ABHBP, they will contribute to the concern that
overdl the plan will not be affordable to most uninsured groups. The uninsured groups
with the lowest income will not be able to pay for it, while many of those with higher
incomes have aready declined smilar offers. According to one study, even if purchasing
pools were more successful in lowering prices, subsidies would have to equal between
one-third and one-half of the premium in order to produce a substantial reduction in the
number of the uninsured [12].

Another concern is affordability over time. If enrollment is not significant, the risk pool
will congg of only individuals with sgnificant hedlth care needs. This, in turn, will cause
the premium to spiral upward causing the problem to exacerbate. For thisreason, it is
vitd that the benefit package is affordable to as many of the uninsured sub-populations as
possible (see Exhibit 8).

Exhibit 8. Evauation of Success of Overdl Affordability in Megting
Needs of Uninsured Sub-Populations

Minimal Moderate Successful
Success Success

L ow-Income Uninsured v

Ethnic Uninsured 4

Working Uninsured v

Rurd Uninsured 4
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Other state programs have attempted to keep the cost down for certain sub-populations by
varying premiums by age, gender, geographic region, income, and even tobacco use.
MinnesotaCare varies the premium by the individud’ s percent of FPL. Such an gpproach
dlows for varying levels of subsidization for different income groups, but adds
adminigrative complexity. Varying the premiums by age, gender, and geographic regions
makes insurance more affordable to certain demographic sub-populations, but less
affordable to other sub-populations.

Another approach utilized by state programsisto offer avariety of cost-sharing or

service coverage options. For example, al three sate plans with deductibles offered
varying deductibles, premiums, and out-of- pocket limits. This dlows individuasto

choose whether they would like alower premium, but higher deductible or visaversa.
Another approach isto allow certain services to be covered as an add-on. Kentucky does
not cover pharmacy or behaviora health/substance abuse as basic services, but if
individuas desire coverage for these services, they can pay an additiona premium

amount and the services will be covered. 1llinois does the same for maternity services.
Again, thislowers the cost for certain sub-populations (e.g., nonpregnant individuds) at
the expense of ahigher premium for other sub-populations (e.g., pregnant women).
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Appendix 1: Proposed Basic Health Benefit
Plan (Proposed Plan)

Plan Features

Indemnity Plan

Health M aintenance

and Benefits Organization
Calendar Year |Individud (****) Not Applicable
Deductible
Family Aggregate (F***) Not Applicable
Physician Office Vist 80% After Caendar Year [$** Copay
Ser vices Deductible
Immunizations (Only)  |Patient Pays $** Copay
Co- Payment
Child Well-Care 80% After Caendar Year [$** Copay
Deductible
Woman Well-Care  [80% After Caendar Year [$** Copay
Deductible
Maternity Services,  [80% After Caendar Year [$** Copay
induding Deductible
Prenatal/Postnetal
Care, Labor and
Delivery
DiagnogticLaband  [80% After Caendar Year [$** Copay
X-ray Services Deductible
Hospital Inpatient Roomand  [80% After Cdendar Year [$*** Copay Each
Services Board, Lab and X-ray |Deductible Admisson
Medica Supplies, and |(Pre-certification
Miscellaneous required)
Hospitd Services
Outpatient Hospital  [80% After Cdendar Year [$*** Copay Per Vist
Deductible
Emergency Physicians Office 80% After Cdendar Year [$** Copay
Care Deductible
Urgent Care Center  [80% After Calendar Year |$** Copay
Deductible
Hospital 80% After Caendar Year [$** Copay (Waived if
Deductible admitted)
Ambulance 80% After Caendar Year [Covered at 100%
Deductible
Prescriptions 80% After Cdendar Year ($** Copay a a
Deductible (Generic Participating Pharmacy
drugs when available)
Out-of-Pock et $1000 Per Individud, Individua—200% Annual
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Plan Features Indemnity Plan Health Maintenance
and Benefits Organization
Limit $2000 Per Family (In Premium Family—200%
addition to calendar year  |JAnnud Premium
deductible and copays)
LifdimeMaximum  |$1,000,000 Per I x x>
Bendfit Individua
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Appendix 2: Arizona Basic Health Benefit
Plan (ABHBP)

ABHBP may be provided through a commercid insurance carrier, a hospital and medica
service corporation, or a hedth care services organization that has been gpproved as an
Accountable Hedth Plan.

The benefits and services of ABHBP may be provided through an indemnity plan with or
without a PPO or through the restricted provider network of a hedlth care services
organization (HMO).

ABHBP may be offered to any employer at any time.

kkhkkkkkkk*x

ABHBP must include coverage for thefollowing:

= Immediate coverage for children newly born, adopted or placed for adoption pursuant
to A.R.S. 88 20-826, 20-1057 or 20-1402.

= Continuing coverage beyond the limiting age for a child handicapped or disabled
pursuant to A.R.S. 88 20-826 or 20-1407.

= Bendfitsfor surgicd service, which is covered by the policy regardiess of the place the
surgery is performed pursuant to A.R.S. 88 20-826, 20-1051 or 20-1402.

= Benefits for home hedlth services prescribed in lieu of inpatient hospital care pursuant
to A.R.S. 88 20-826, 20-1051 or 20-1402.

= Bendfitsfor diagnogtic services performed outsde a hospita in lieu of inpatient service
pursuant to A.R.S. 88 20-826, 20-1051 or 20-1402.

= Benefitsfor services performed in a hospitd's outpatient department or in a
freestanding surgical facility pursuant to A.R.S. 88 20-826, 20-1051 or 20-1402.

= Benefitsfor breast reconstructive surgery and externa postoperative prosthesis
following a covered mastectomy pursuant to A.R.S. 88 20-826, 20-1057 or 20-1402.

= Benefits for mammography screening pursuant to A.R.S. 88 20-826, 20-1057 or 20-
1402.

= Reimbursement for services within the lawful scope of practice of aregistered nurse
practitioner or a certified registered nurse qualified under the rules adopted by the State
Board of Nursing pursuant to A.R.S. 88 20-841.03 or 20-1406.03.

= Effective July 13, 1995, pursuant to A.R.S. § 20-2321 the Basic Hedlth Benefit Plan
aso provides that the maternity benefits gpply to the cost of the birth of a child who is
legaly adopted by the enrollee.

With respect to those benefits, ABHBP issued by an Accountable Hedlth Plan must

contain benefit definitions, language, certificates of coverage, provider definitions,
exdusons and limitations, and commission structures that are comparable to its most
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commonly used, or what is presumed to be its most commonly used, group hedth plan
closest in Sze to the small employer group hedth plans currently being offered by that
Accountable Hedlth Plan in this Sate.

Attached is the schedule of benefits ABHBP.

11/95

k\winwordstudies\benefits paper.doc

William M. Mercer, Incorporated 35 Arizona HRSA Grant



Plan Features Indemnity Plan | Indemnity Plan Health
and Benefits or Out Of Maintenance
Indemnity Plan Preferred Organization
in Preferred Provider
Provider Networ k
Network
Calendar Individud $1,000 $1,500 Not Applicable
Y ear
Deductible
Family Aggregete  |$2,000 $3,000 Not Applicable
$500 Additiona
Per Hospitd
Admisson (If
pre-certification
not received)
Physician Office Vigt 80% After 60% After $20 Copay
Ser vices Cadendar Year  (Calendar Year
Deductible Deductible
Routine Physicd Not Covered Not Covered $20 Copay
Exams
lmmunizations Patient Pays Not Covered $5 Copay
(Only) 55 Copay
ChildWdl-Care  [80% After Not Covered $20 Copay
Calendar Year
Deductible
\Women Well-Care  [80% After Not Covered $20 Copay
Calendar Year
Deductible
Maternity Services, [80% After 60% After $20 Copay
induding Cdendar Year |Caendar Year
Prenatal/Postnatad |Deductible Deductible
Care, Labor and
Ddivery
Allergy Tesingand  [80% After 60% After $20 Copay
Treatment Cadendar Year  [Calendar Year
Deductible Deductible
Diagnostic Lab and  [80% After 60% After $20 Copay
X-ray Services Caendar Year  |Caendar Year
Deductible Deductible
Vison Screening  |Not Covered Not Covered $20 Copay
Hospital Inpatient Room and  [80% After 60% After $500 Copay Each
Services Board, Lab & Caendar Year [Calendar Year  |Admission
X-ray, Medica Deductible Deductible
Supplies and (Pre-cetification |(Pre-certification
Miscellaneous required) required)
k\winwordstudies\benefits paper.doc
William M. Mercer, Incorporated Arizona HRSA Grant

36



Plan Features Indemnity Plan | Indemnity Plan Health
and Benefits or Out Of Maintenance
Indemnity Plan Preferred Organization
in Preferred Provider
Provider Networ k
Networ k
Hospital Services
Outpatient Hospital  {80% After 60% After $100 Copay Per
Caendar Year  |Cadendar Year Vigt
Deductible Deductible
Emergency  |PhysdansOffice  [80% After 80% After $20 Copay
Care Caendar Year  |Cadendar Year
Deductible Deductible
Urgent Care Center [80% After 80% After $35 Copay
Caendar Year  |Cadendar Year
Deductible Deductible
Hospital 80% After 80% After $50 Copay
Caendar Year |Cadendar Year (Waved if
Deductible Deductible admitted)
Ambulance 80% After 80% After Covered at 100%
Caendar Year |Cadendar Year
Deductible Deductible
Prescriptions 80% After 60% After $20 Copay at a
Caendar Year |Cadendar Year Participating
Deductible Deductible Pharmacy
(Genericdrugs  |(Generic drugs
when available)  \when available)
Durable 80% After 60% After Covered at 100%
M edical Cdendar Year |Cdendar Year  |(Limit of $2,000
Equipment Deductible Deductible per caendar
yesar)
Mental Health Inpatient Care 80% After 60% After 30 daysin
and Substance Caendar Year |Cadendar Year participating
Abuse Deductible Deductible hospital ($500
Ser vices (Benfit (Benefit copay each
maximum the maximum the admission)
lessor of 30 lessor of 30
day</calendar days/calendar
year and year and
$10,000/lifetime) [$10,000/lifetime)
Outpatient Care 80% After 60% After $20 Copay
Cadendar Year  (Calendar Year (Maximum of 20
Deductible Deductible Vigts per
(Benefit (Bendfit caendar year)
maximum maximum
$1000/calendar  [$1000/calendar
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Plan Features Indemnity Plan | Indemnity Plan Health
and Benefits or Out Of Maintenance
Indemnity Plan Preferred Organization
in Preferred Provider
Provider Networ k
Networ k
year) year)
Other Medical [Skilled Nursng 80% After 60% After 100% Coverage
Services Fecility Caendar Year  |Cadendar Year (30 days
Deductible Deductible maximum
(30 days (30 days covered)
maximum per maximum per
cdendar year)  |caendar year)
Home Hedth Care  [80% After 60% After 100% Coverage
Caendar Year  |Cadendar Year (60 days
Deductible Deductible maximum
covered)
Hospice 80% After 60% After 100% Coverage
Caendar Year  |Cadendar Year (6-month
Deductible Deductible maximum)
(6-month (6-month
maximum) maximum)
Family Panning—  |[Not Covered Not Covered $100 Copay
'\ asectomy
Family Faning—  [Not Covered Not Covered $250 Copay
Tubd Ligation
Short Term Therapy (80% After 60% After $20 Copay
Calendar Year  |Cadendar Year
Deductible Deductible
Out-of-Pock et $1,000 Per $1,500 Per Individua—
Limit Individud, Individual, $3,000 [200% Annud
$2,000 Per Per Family (in Premium
Family (in addition to Family—200%
addition to caendar year Annud Premium
caendar year deductible and
deductibleand  |copays)
copays)
LifimeMaximum  {$1,000,000 Per  {$1,000,000 Per
Bendfit Individua Individua
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